Despite reforms to the performance pay review system for NHS consultants, little has changed since the original Distinction Awards Scheme was conceived in 1948. Inherent weaknesses and biases in the scheme persist and result in discrimination against women and ethnic minority consultants in the allocation of awards. The literature on performance-related pay suggests that such schemes can be inappropriate in a public sector health service. The continued focus on rewarding individuals in performancerelated pay schemes can seem out of place in the modern era where there is an increasing focus on the performance of teams.
INTRODUCTION
How to reward doctors for performance over and above their basic responsibilities has always been contentious. George Bernard Shaw 1 recognized that the profit motive and doctors' entrepreneurialism create the wrong incentives for good medical practice and it is taken for granted that the professional ethic requires doctors to place the needs of the patient above all else. Any suggestion that extra financial rewards be given for the clinical care they deliver raises possible conflicts of interest because it becomes more difficult to determine if doctors are sacrificing patients' needs to financial expediency. Yet most doctors who practise in the developed world are part of organizational systems in which pay is linked to 'merit' and to some form of performance appraisal. Of course, in the medical field, pay is rarely linked directly to clinical performance but it is frequently contingent on clinically related fields-for example, rational prescribing, meeting waiting list targets and taking management decisions which may impact directly on patient care. In UK general practice it is not unusual for doctors who meet their prescribing budgets to be financially rewarded by keeping the savings. During the early 1990s, when GP fund-holding was being promoted, many benefited directly from savings made to clinical budgets. In the hospital sector the existence of discretionary awards and distinction awards can be considered as a form of performance-related pay (PRP) and it is in this context that this paper discusses the issue of pay for performance. This paper examines the development of the NHS merit pay scheme, reviews the operation of the merit pay schemes with particular reference to the issues of discrimination, and discusses the PRP scheme and whether such schemes are appropriate for rewarding individuals in health-care systems where teamwork is becoming increasingly important.
PRP SCHEMES AND THE PROBLEMS OF DISCRIMINATION AND BIAS
The Distinction Award Scheme-or 'merit award' scheme, as it was commonly known-was introduced in 1948 at the formation of the NHS. The scheme was devised by Aneurin Bevan and Lord Moran to persuade the most senior and influential members of the profession to accept the introduction of the NHS. At the time, Bevan was reported to have commented that 'ultimately, I had to stuff their mouths with gold'. 2 Such a pragmatic approach may have helped achieve the acceptance of the modern NHS by the medical profession, and for Bevan the ends certainly justified the means. However, throughout nearly 60 years of operation the scheme has attracted severe criticism, from both within and without the medical profession, for the perceived secrecy, unfairness and discrimination in the awards allocation process. Even the Government's own review of the scheme in 2001 identified that the 'main concern expressed was about equality and monitoring. A large number of consultants feel discriminated against on the basis of race, gender, speciality and degree of management contribution.' 3 In the NHS Plan, published in 2000, the government set out changes to the Distinction Awards and Discretionary Points Schemes. These schemes would be merged and the majority of new awards would go to those who made the biggest contribution to delivery and improving local health services. In 2002, the DoH announced that the new scheme would be known as 'Clinical Excellence' Awards (CEA), and the scheme came into operation during 2003/2004.
Since its introduction, the merit award scheme has always been identified by both the BMA and the Department of Health as a PRP scheme and negotiations between the two organizations on the scheme have consistently centred on how high-performing doctors could be rewarded for their contribution to the NHS. [4] [5] [6] Whilst merit awards can be considered as a form of individual PRP, however, it should be noted that the awards are not available to all nominated and eligible consultants. The DoH's own targets set out their intention to increase the number of consultants receiving awards from under one half to around two-thirds of consultants. 7 The policy guidance sets out the mechanism through which these cash limits are applied. 8 It is clear that the old distinction awards and new CEA scheme were considered to be a form of PRP and also that the CEA scheme looks set to continue to form one of the main mechanisms by which consultants receive 'pay for performance' rewards.
Proponents of PRP schemes have argued that such schemes have a range of rationales. Cutler and Waine described PRP schemes within the concept of 'New Public Management', and explained how such schemes were consistent with incentive structures and allowed a 'more direct relationship between material rewards and ''performance''.' 9 Dowling and Richardson suggested that PRP schemes may be introduced for a variety of reasons, including 'attempting to overcome problems with existing incremental systems, to improve employee motivation at work, to promote cultural and organizational change, to improve communication with the work-force, to reduce problems of recruitment and retention, to individualize employee relations, improve the fairness of the payment system, to reduce trade union influence, to increase the responsibility and influence of line managers, to generate employee commitment or to tighten financial control.' 10 Harrington argued that the concept of performance appraisals and relating an individual's performance to their salaries was a 'sound principle that is required for any organization to excel' and that where problems occurred with PRP schemes these were caused by the 'ineffective way many organizations implemented the concept.' 11 The ineffective implementation of such schemes has led to many studies which have illustrated how such PRP or 'merit' schemes are divisive and counter-productive and have introduced bias and discrimination. In 1992, Griffin, in a review of PRP schemes, reported how the 'incidence of sex bias and discrimination in performance systems is only beginning to be addressed. What evidence there is, though, suggests that merit pay systems may result in discrimination.' 12 In 1994, Alimo-Metcalfe concluded that PRP tended to divide the workforce, create disaffected staff, encourage adversarial relations and kill the desire to take risks, experiment and collaborate. 13 Considering the widespread use of PRP schemes, the evidence that such schemes are effective is surprisingly sparse.
Since its introduction in 1948, the operation of the Distinction Awards scheme has remained virtually unchanged. Certainly up until the early 1990s the Award scheme operated in an almost totally closed and secretive manner, attributes which were severely criticized in research papers by Bruggen and Bourne between 1979 and 1987. [14] [15] [16] [17] [18] Their analysis of the bias in the allocation of distinction awards led them to call for the system to be abolished because 'it remains immutably unfair, divisive, and in its secrecy, contemptible. No other profession would copy this system and consultants would gain respect by scrapping it-especially self-respect.' 19 Interestingly, the Treasury's own evidence to the Royal Commission on doctors' remuneration in the 1960s argued that distinction awards should be abolished as a blot on the landscape of public finance. 20 Several studies have argued that the introduction of an awards scheme which was designed to appeal to the elite of the profession introduced systematic unfairness and bias into the awards allocation process, both between NHS specialties and on the basis of gender. [21] [22] [23] [24] Responding to the criticisms and recommendations in the 1994 Kendall Report, the Advisory Committee on Distinction Awards (ACDA) began publishing annual reports. The first report was published in 1994 but it was not until 1996 that details of individual consultants-including a breakdown by specialty, ethnicity and gender-was published. 25 Following research by Esmail and colleagues which highlighted the disparities in distinction awards being awarded to white and non-white consultants, 26 the 1998 ACDA annual report stated that discussions had been held with the Commission for Racial Equality and that 'the Commission felt that one of the explanations for the relatively low proportion of awards held by consultants from ethnic minority groups might be some ''indirectly discriminatory effects arising from the application of the current criteria''.' 27 During 1998 the government announced that the NHS was to be included within the Race Relations Act 28 and, in a 2001 consultation paper on a proposed new consultant reward scheme, re-stated its concerns regarding inequalities within the allocation of distinction awards and acknowledged that women consultants and consultants from ethnic minorities had 'received a disproportionately small number of awards'. 29 The 2001 consultation document on the Clinical Excellence Awards stated that 'for too long the two awards schemes have lent themselves to perceptions of bias and unfairness. It is not always clear why some consultants have received awards, and others not.' 30 In addition, individual consultants began taking their NHS employers to industrial tribunals to challenge the way that distinction awards or discretionary points had been awarded or withheld. In many cases the NHS Trusts reached out-of-court settlements, which included nonreporting clauses and also prevented precedents from being established. In several cases, however, Trusts had to concede that awards procedures had been flawed. 31, 32 In a landmark ruling one tribunal chair stated ' Such a high level of subjectivity [in the awards of discretionary points] is anathema to the successful application of equal opportunity guidelines since it works to the disadvantage of ethnic minorities, both in operation and perception . . . [The case fell] into the worst category of racial discrimination against a senior medical professional.' 33 However, despite the Government pledges and changes to the allocation criteria, research in 2002 for the Medical Practitioners Union (MPU) showed that for women and non-white consultants the allocation of distinction awards had hardly changed since 1998. Table 1 illustrates how little the odds ratio or likelihood of a woman consultant receiving a Distinction Award in comparison to a male colleague had improved. Equally, there had been little improvement for non-white consultants.
Similar problems were found with the Discretionary Points awards schemes which have been merged into the Clinical Excellence Award scheme. Using previously unpublished data, Esmail and colleagues 34 showed that 56% of white consultants had been awarded discretionary points whilst only 41% of non-white consultants had such awards. For female consultants compared to male consultants the figures were 44% and 55%. The higher the level of award, the greater was the disadvantage. At the highest level of award, white consultants were over three times more likely to receive awards compared to their nonwhite colleagues. The analysis of the data also showed that the likelihood of receiving a discretionary point award varied widely across the medical specialties.
In some specialties, white consultants were nearly five times more likely to receive awards compared with nonwhite consultants (Trauma & Orthopaedics 4.59, General Surgery 4.36) ( Table 2) .
Following the publication of these results the ACDA initiated research which examined the allocation of Distinction Awards in greater detail. They had access to more detailed data and so could make allowance for possible confounding variables, such as consultant length of service. The study found that ' . . . under-representation of women and ethnic minority doctors diminished substantially after adjustment for confounding variables, but [that] some under-representation remained . . . and that ' . . . underrepresentation of ethnic minority doctors mainly occurred among those who had received their basic medical training abroad'. 35 Overall the study found that 'for consultants who qualified in the United Kingdom, those from ethnic minorities were under-represented in the past' but that 'for awards made in recent years, no significant differences exist between white and non-white doctors once allowance has been made for year of appointment'.
This would be reassuring if it wasn't for the figures In 1993, Kohn argued that PRP schemes can undermine quality management. 'Excellence pulls in one direction; rewards pull in another. Tell people that their income will depend on their productivity or performance rating, and they will focus on the numbers. Sometimes they will manipulate the schedule for completing tasks or even engage in patently unethical and illegal behaviour.' 36 Kohn provided a six-point framework of factors that highlight the problems with incentive or PRP programmes. These factors described how:
. Pay is not a motivator. 'Several studies over the last few decades have found that when people are asked to guess what matters to their coworkers-or, in the case of managers, their subordinates-they assume money heads the list. But put the question directly-''What do you care about?'' and pay typically ranks only fifth or sixth.' . Rewards punish. 'Rewards have a punitive effect because they are manipulative. ''Do this and you'll get that'' is not much different from ''Do this or here's what will happen to you''.' . Rewards rupture relationships. 'Relationships among employees are often casualties of the scramble for rewards, and reduce the possibilities of co-operation.' . Rewards ignore reasons. 'In order to solve problems in the work place, managers must understand what caused them . . . Relying on incentives to boost productivity does nothing to address possible underlying problems and bring about meaningful change . . . Pay for performance may actually impede the ability of managers to manage.' . Rewards discourage risk-taking. ' ''People will do precisely what they are asked to do if the reward is significant'', enthuses a proponent of pay-for-performance programs.
[But] here is the root of the problem. Whenever people are encouraged to think about what they will get for engaging in a task, they become less inclined to take risks or explore possibilities . . . In a word, the number one casualty of rewards is creativity.' . Rewards undermine interest. 'If our goal is excellence, no artificial incentive can ever match the power of intrinsic motivation. People who do exceptional work may be glad to be paid and even more glad to be well paid, but they do not work to collect a paycheck. They work because they love what they do.'
Box 1 Why do 'merit' or reward schemes fail? found that a majority of respondents thought that the awards scheme favoured 'high profile' consultants, academics and consultants involved in management and that the awards scheme acted against hard-working consultants and parttime consultants. The analysis also found that 30.4% of respondents thought that the awards scheme 'acted against' non-white consultants, with 4.2% thinking it acted in favour and 51% thinking the scheme was neutral. This survey highlighted a similar finding made by Smith and Simpson in their review of performance pay carried out in 1994 when they stated that 'what doctors do want is both a form of contract and any mechanism for rewarding high performance that will be uniform throughout the entire NHS and between specialties.' 4 What our review of the analysis of the potential biases in the distinction award and discretionary points suggests is that the allocation of the rewards has clearly not been uniform across the NHS nor, in particular, between specialities. If bias and discrimination continues, or is perceived to exist, it matters very little what such awards schemes are called. Unless consultants can be guaranteed that they will not miss out on awards simply because they are female or come from ethnic minorities, then such systems should be replaced with more equitable mechanisms.
Part of the problem may be that although described as a PRP scheme, the cash limits imposed mean that some consultants, although deserving of an award, will be denied one because there is no more money. The negative effects of such cash limits on PRP schemes have been well documented. In 1992, the Wyatt study, undertaken by the IDS Top Pay Review, stated that one of the main reasons suggested for the failure of performance pay was that 'not enough money was available for merit awards'. 12 And in 1997, Dowling and Richardson reported that many of the NHS managers they interviewed felt that any PRP increment 'depended less on personal achievement . . . than on the Trust's financial position.'
DOES PRP WORK IN PUBLIC SECTOR HEALTH ORGANIZATIONS?
The notion that the provision of a reward will lead to increased performance appears to be an article of faith amongst managers and politicians alike. In a wide-ranging and comprehensive review of PRP schemes, Kohn noted, '[I]t is difficult to overstate the extent to which most managers and the people who advise them believe in the redemptive powers of rewards' 36 (Box 1).
Kohn also described how the acceptance of PRP was so ingrained in management practice that it was very difficult even to begin to challenge the concept, let alone describe alternatives.
Surprisingly, there appears to be little hard evidence to support claims for the effectiveness of PRP schemes, and indeed much evidence that shows that such 'merit' schemes actually undermine the processes that they are intended to enhance. Kohn describes how 'at least two dozen studies over the last three decades have conclusively shown that people who expect to receive a reward for completing a task successfully simply do not perform as well as those who expect no reward at all.' 36 An article in the Economist in 1992 reported that the belief in merit pay's 'efficacy is based more on faith than hard evidence,' 37 a view supported by a 1991 study of performance pay within the health sector that stated '[W]e found no evidence to suggest that improved organizational performance in the private sector is associated with the operation of a formal performance management system.' 38 Later studies have highlighted the difficulties of imposing PRP in appropriate work cultures, particularly in the public service sector, where setting performance measures is difficult for many of the employees. 39 Lawler highlighted research undertaken in the early 1980s which reported how employees were unable to perceive a direct relationship between pay and performance and also that pay was not the only motivator. 40 A 2004 review of PRP schemes by Gilman in 16 varied companies in the UK also identified this problem. He found that 'Despite arguments that PRP allows a greater propensity to differentiate between individual performance, all of the schemes were highly centralized in terms of both design and application. Local autonomy was confined to the awarding of ratings, with many managers complaining that their hands were tied by central guidelines. Common factors involved firstly, no genuine link between pay and performance at local levels. The emphasis mainly being on controlling the distribution of pay from the centre.' 41 This inability to identify a direct relationship between pay and performance is often related to poor performance appraisals. In many cases, effective measures of individual performance do not exist and so reward allocation relies on managerial judgements. This subjective process leads to perceptions of unfairness, bias and discrimination. Without proper appraisal mechanisms, PRP systems fail, and often achieve the exact opposite of what their proponents claim for them-namely the creation of resentment, ill-feeling and demotivation of the workforce. As Boyce and colleagues summarized, 'Where there is doubt about the fairness [of awards], performance related pay may be divisive and de-motivating.' 42 But a more fundamental problem with individual performance appraisals was identified by W Edwards Deming, who stated that 'performance of the individual cannot be measured, except possibly on a long-term basis.' 43 Deming describes how performance is a function of many variables: the employee, the employee's co-workers, the job (or task), the equipment, the materials, the customer, management and supervision, and the working environment. Thus it is the system, not the individual, that has the biggest impact on performance variance, making fair evaluations of employee performance 'inherently impossible'. 44 In further criticisms of appraisal problems which are fundamental to the allocation of PRP schemes, Gilman, in a review of such schemes, argued that attempts to determine performance ratings 'were more about identifying the ''very best'' or the ''very worst'' performers and not about rewarding performance per se.' 41 In a commentary about pay and reward, Pfeffer reports how William A Mercer, a major American consultancy firm, had concluded that 'most individual merit or performance pay plans share two attributes: they absorb vast amounts of management time and resources, and they make everybody unhappy.' 45 Rather than scrap all forms of financial incentives, Pfeffer recommends moving towards more group-oriented systems such as profit-sharing and 'gainsharing'-or in other words, focus the reward systems on a team-based approach.
CONCLUSIONS
It is clear from the evidence we have presented that despite its name change, the Clinical Excellence Awards Scheme differs little in its fundamentals from the Distinction Awards Scheme introduced back in 1948. We have argued that there have been deep and systematic failings in current 'merit pay schemes' in both the private and public sectors. However, a much deeper problem with the current NHS scheme is that it is still attempting to assess and reward individual performance, when the NHS and many private sector workplaces rely on the activities of teams. Lawler, in his review of pay strategies, stated that 'It does not make sense to combine a structure that calls for teams with a reward structure that rewards individual performance excellence.' 46 Recently, research has begun to focus on how to allocate awards or 'merit-pay' on a group-or team-based basis. Some research suggests that team-based pay can be effective in motivating staff. 47 However, such team-based schemes must also be introduced with sensitivity to avoid the pitfalls of individual PRP schemes and, as Reilly notes, 'In case of relating pay to team performance, you have to have an embedded team structure first. And it may be that it is teamwork and goal setting that has a positive effect rather than the team pay scheme itself. ' 48 The impact that team-based incentives can have was illustrated in March 2006, when it was reported that 'employees at the John Lewis Partnership are to receive a £120m bonus after the retailer outperformed most of its high street rivals last year. The payout, equivalent to almost eight weeks' pay, will be shared by the group's 64 000 employees or ''partners''.' 49 However, it is clear from other research that many health service workers believe that performance incentives are wrong and, for some, insulting. In their study of PRP schemes, Reilly et al. stated, 'A significant minority of participants believed that it was wrong for them to receive incentives to improve their performance. They did the best they could for their patients and were motivated by the vocation of their work. For some it was even insulting to be offered cash to improve performance, whether the offer was individual or team based. Moreover, those sites that opted for a personal cash bonus did not seem to perform better than those that chose to put their 'winnings' into an improvement fund.' 50 One option for any review of the 'merit pay' schemes would be to consider abolishing them. As Berwick stated in his trenchant editorial The Toxicity of Pay for Performance:
'The best answer I have yet found regarding merit pay for doctors or any group of workers; namely, ''Stop it''. Merit pay, ''pay for performance'' and their close relatives are destructive of what we need most in our health care industry-teamwork, continuous improvement, innovation, learning, pride, joy, mutual respect, and a focus of all our energies on meeting the needs of those who come to us for help.' 51 When asked what the replacement for the Distinction Awards Scheme should be, Peter Bruggen, one of the current scheme's earliest critics, replied 'what's wrong with a basic salary?' 52 Not a view shared by the BMA, which in 1999 stated that 'it would be demotivating if everyone shared the money equally.' 53 However, just for illustration purposes, in 2003 the combined Distinction Awards and Discretionary Awards Schemes cost the NHS nearly £250 million. If the scheme had been scrapped, each and every consultant would have been entitled to a pay rise of £10 000 per annum.
To meet the needs of the NHS in the 21st century, it is time to undertake a fundamental review of the 'pay for performance' schemes within the service. Given that most health service personnel work within teams and the demotivating factors associated with individual-based schemes, it does not seem sensible to continue tinkering with a system originally designed in 1948.
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